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1 
PREAMBLE 


The impact of the rapidly increasing number of Ontario residents shopping in the 
United States has been an issue of deepening concern to the Standing Committee 
on Finance and Economic Affairs over the last several months. Accordingly, the 
Committee decided to study the problem of cross-border shopping with a view to 
bringing together the work carried out by many disparate organizations and 
making recommendations that would assist those adversely affected by the 


phenomenon. 


The Committee would have liked to visit the border communities as a part of its 
study. Members felt that the issue was urgent, however, and given the travel 
constraints facing MPPs while the Legislative Assembly is sitting, decided that at 
this stage they would invite witnesses to Toronto rather than visit the affected 
communities themselves. Public hearings took place between March 28 and May 
O99 I 


The Committee heard from 18 witnesses. Following briefings by the Ministry of 
Industry, Trade and Technology, the Minister of Revenue and her senior officials, 
the Ministry of Agriculture and Food and staff from the Legislative Research 
Service, a wide variety of experts and interested parties made presentations to the 
Committee to state their concerns and present the results of their studies. Every 
effort was made to include representation from as many sectors as possible, 
including retailers, distributors, consumers, the dairy industry and the Ontario 
Liquor Control Board, as well as consultants in the field. The Committee is 
appreciative of the thoughtful and eloquent testimony of the witnesses, and would 
like to thank those who took the time and so generously shared their concerns and 


expertise with the Committee. 


2 
INTRODUCTION 


Purchasing cheaper consumer goods in the United States is an activity that Ontarians 
have been undertaking for many years. Recently the number of residents going across 
the border to shop has exploded at the same time as the number of American tourists 
visiting Ontario has declined. As a result, Ontario’s retailers and local communities 
are losing business to American retailers. The impact of these sales losses, with their 
implications for employment, has been aggravated by the current recession and by the 


industrial restructuring which has been occurring in recent years. 


While the impact of cross-border shopping is felt most directly in the retail sector and 
in border communities, this is only the tip of the iceberg. Other industries are affected 
as any problems in the retail sector will be reflected in reduced sales by their 
suppliers, whether in manufacturing or the agri-food sector. Similarly, as Ontarians 
who live further from the border continue to make shopping trips in the U.S., the 


impact spreads to retailers in other regions of the province. 


The underlying causes for cross-border shopping are complex and rooted in 
competitiveness. Some factors which are thought to adversely affect the province’s 
competitive position, such as taxation, also influence the social fabric of Ontario, and 
one of the questions to be addressed may be any trade-off between these factors. 
Since the problem is complex and involves all levels of government as well as many 
industrial sectors, cross-border shopping is a problem without a single panacea, with 


no simple solution. 


This report discusses the range of issues that have been presented to the Standing 
Committee on Finance and Economic Affairs. It makes recommendations for 
immediate, short-term assistance to those in the "front line" as well as structural 
changes that could be made to facilitate the adjustment of Ontario’s industries to 


today’s competitive environment. 


3 
THE NATURE OF THE PROBLEM 


The phenomenon of cross-border shopping is one that is nch in anecdotal 
evidence and thin in statistical data. A variety of measures have been used to 
gauge the extent of the problem. Statistics Canada keeps records of all 
travellers entering the country, and these can be disaggregated by the location 
of the border crossing, the residency of the traveller and the length of stay. 
Thus, a commonly used proxy for the number of cross-border shoppers is the 
number of Canadian residents returning through Ontario border points from a 
day trip to the U.S. In 1990, the number of these travellers returning by car 
was 22.4 million, the equivalent of 2.3 trips for each man, woman and child in 
Ontario. This was an increase of 25% over the previous year. Other 
provinces, such as British Columbia, New Brunswick and Quebec, have also 


experienced increasing numbers of cross-border shoppers. 


TABLE 1 


CANADIAN RESIDENTS RETURNING FROM THE USS. 
THROUGH ONTARIO, 1980-1990 


(Millions) 


Same day by car 


1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 


Source: Based on Statistics Canada, Cat. No. 67-001 
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Historically, Canadians have regularly travelled to the United States, for both 
same day and longer trips. The number travelling back through Ontario border 
crossings was fairly constant between 1980 and 1986, around 10-11 million, 
but began to surge upwards from 1987 onwards (Table 1). The Ministry of 
Industry, Trade and Technology indicates that the number may continue to 
increase nationally in 1991 by between 25-30%. 


Another measure is the number of registration forms collected by Revenue 
Canada. While this will not give an accurate value for the goods purchased in 
the U.S., as it does not include exemptions or smuggling, it does provide some 
indication of the changes. Data from Revenue Canada provided by the 
Canadian Federation of Independent Business (CFIB) show the increase in 
registrations in Ontario’s six most important border crossings between 1987 


and 1990 to be as follows: 


° Verbal declarations 285% 
° Written declarations 325% 


° B-15 forms when duty is payable 502% 


The CFIB notes that the greatest increase is in those paying duties, implying 


that cross-border shopping continues to increase despite duties payable. 


In another example of the number of Canadians shopping in the United States, 
the Canadian Council of Grocery Distributors cite a count of Ontario licence 
plates on cars in U.S. supermarket parking lots. It was found that 43% of the 


cars were owned by Canadians. 


The number and rate of increase in cross-border shoppers would be of less 
concern if there was a corresponding increase in the number of American 
citizens shopping in Ontario. Unfortunately, this is not the case; the number of 


U.S. visitors has in fact declined. According to the Ontario Border 
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Communities Task Force on Cross-Border Shopping, traffic counts of same-day 
visits to and from Ontario has gone from a net inflow in the second quarter of 

1987 of 1.4 million people to a net outflow of 1.5 million people in the second 
quarter of 1990. 


Impact 


The imbalance of the increasing number of travellers crossing the border to 
shop not only creates congestion and long delays at the border crossings and 
surrounding areas, but also, and perhaps more seriously, has severe economic 
repercussions on Ontario’s communities. The loss of retail sales and the 
impact on the viability of many businesses, employment and provincial revenue 
are some primary effects. The vulnerability of the retail sector to the effects of 
cross-border shopping is accentuated by the difficulties encountered during the 


current recession. 


The extent of these losses is hard to quantify. In a marketing framework and 
action plan sponsored by the Ministry of Industry, Trade and Technology, lost 
retail sales were estimated to be $340-360 million in 1989, with provincial 
revenue losses of $40-50 million. Studies have also been carried out by 
consulting firm Ernst & Young for border communities such as Sault Ste. 
Marie and Thunder Bay. They estimated the economic losses by using customs 
data from Revenue Canada, telephone surveys and an economic impact model. 


These studies found that: 


° In Sault Ste. Marie, the loss of sales of goods and services was 
estimated at $104 million in 1990, with approximately $7.5 million in 
lost revenue for each of the provincial and federal governments. 


° Estimates of cross-border shopping through Pigeon River, near Thunder 
Bay, were $15.4 million in 1988-89, an increase of 60% over the 
previous year. 
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John Winter Associates Limited is another consulting firm, specializing in the 
retail sector, which has carried out studies for several communities. These 


studies were based primarily on telephone interviews. 


: In the Regional Municipality of Niagara, it is estimated that up to $155 
million is being lost annually in food and general merchandise sales. 


° In the Windsor area, an estimated $69 million in sales is lost to Essex 
County. 
° Sales lost from Toronto are estimated to be at least $200 million. 


For the province as a whole, the Retail Council of Canada estimated that 
Ontario lost over $600 million in sales during 1990. In 1991, John Winter 
estimates that lost retail sales in Ontario may amount to $1 billion, an amount 
also cited by the Retail Council of Canada and the Ontario Border 
Communities Task Force. This estimate assumes a continuation of the present 
trends and no government action. This amount represents only about 1.4% of 
the $73 billion in retail sales across the province in 1990, but is likely to be 
concentrated around the border. A subsequent study by the Ministry of 
Industry, Trade and Technology, publicised after the Committee’s hearings, 
estimates the loss of retail sales to be $2.2 billion, more than double the 


previous estimate. 


The United Food and Commercial Workers’ International Union (UFCW) 
estimates the loss to be even higher, perhaps more than $2 billion. Buffalo 
Advertising Inc., on the other hand, believes that the $1 billion is exaggerated 
as it assumes that, for every purchase made in the U.S., the equivalent amount 
of spending would have occurred in Ontario; furthermore, declining sales are a 


result of several factors, not just cross-border shopping. 


The numbers cited are estimates only, based on varying methodologies. Of 
particular concern to the Committee was the need for actual figures to quantify 


the extent of the current loss of retail sales and provincial revenue. The 


i] 


various estimates given would include what might be thought of as the constant 
level of U.S. sales that existed in the early 1980s, before the current rapid 
increase. Some factors that would cause the estimate to vary include: 
understatement or non-declaration by the survey respondents of the number and 
value of their purchases of smuggled goods; the assumption that the same 
value of goods would otherwise have been purchased in Ontario; and the 
reliability of the models used to extrapolate the survey results to the rest of the 


province. 


There have been various estimates of the impact of cross-border shopping on 
employment, though it is difficult to isolate cross-border shopping from the 
variety of causes for job loss. Local and provincial estimates presented to the 


Committee include: 


. 1,100 jobs from the Niagara Region (John Winter) 
° 2,000 jobs from the Toronto area (John Winter) 
° 650 retail jobs in Essex County (John Winter) 


° 1,000 full and part-time jobs lost in grocery sales and an additional 
1,000 jobs in the distribution and farming sectors (UFCW) 


° 7.2 jobs for every $1 million expenditure leakage from Sault Ste. Marie 
(Ontario Border Communities Task Force) 


° 1,700 jobs in food retailing (Canadian Council of Grocery Distributors) 


Consumer Behaviour 


With respect to specific products or sectors, the various surveys point to milk, 
groceries and gasoline as being the most frequent purchases as well as liquor, 

beer and cigarettes. The UFCW estimates that food accounts for about half of 
the total spent in the U.S. Losses in the food retail sector in Ontario will 


account for approximately one quarter of total lost retail sales, or roughly $5 


8 


million per week, according to the Canadian Council of Grocery Distributors. 
Sales of LCBO products last year have declined generally across the province 
by 3%, but the decline in border communities was somewhat more rapid, at 
4%. "Big ticket" items purchased often include automobiles, boats, building 


supplies, clothing, linens and electronic items. 


Witnesses commented that Ontario consumers are motivated to shop in the U.S. 
primarily by the significantly lower prices and, to a lesser extent, by the greater 
selection and better service found in U.S. stores. There were some suggestions 
that, when making comparisons, it is important to compare like with like and 
not, for example, prices in a Canadian full service store with those found in a 
U.S. discount, minimal service store. Similarly, consumers buying white and 
electronic goods in the U.S. should ensure that they are purchasing C.S.A. 
approved equipment or products with comparable standards in areas such as 


safety and energy efficiency. 


The types of purchases and their frequency tend to vary with the distance from 
the border, according to a model from John Winter. Close to the border is a 
convenience zone, where people are willing to cross for everyday items such as 
gasoline, groceries, meals and beer on a regular and consistent basis. As one 
moves further from the border, Ontarians tend to go to the U.S. less frequently 
but for more expensive items. Recently, the boundaries of these zones have 
been extended so that in 1990 almost all Ontarians are within shopping 
distance of the U.S.; virtually all Ontario communities today are border 


communities. 


These observations have implications for any policy changes that may be 
proposed to alleviate the cross-border crisis. In the first place, if residents from 
different zones purchase different types of goods, then changing the policies 
affecting only one type of good will not affect the purchasing behaviour of 


residents in other zones, and will therefore probably have a minor impact. 
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Secondly, any policy which addresses border communities runs into the 


difficulty of defining a border community. 


Underlying Causes 


As has been stated earlier, Ontarians have been going to the United States to 
shop for many years, but the numbers and frequency have increased rapidly 
since 1987. The Committee heard that there is no simple cause for the recent, 
explosive increase in cross-border shoppers; rather, witnesses identified a 


complex mixture of factors which include: 


° lower prices in the U.S.; 

° the Free Trade Agreement; 

° the value of the Canadian dollar; 

. interest rates; 

° the Goods and Services Tax; 

° reduced enforcement at the border; 

. non-collection of Provincial Sales Tax at the border; 

° high Canadian taxes and regulatory burden at all levels of government; 
° gasoline prices; 

° supply management; 

° higher Canadian labour costs; 

° higher real estate costs in Canada; 

° levels of customer service and product knowledge; 

° marketing practices of U.S. retailers, such as aggressive advertising; 


° Sunday shopping; 
° U.S. discount malls; and 


. the recession and economic uncertainty. 


Some presenters such as the Ontario Chamber of Commerce viewed cross- 


border shopping as a symptom of a larger problem of competitiveness, 
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reflecting the structural changes taking place in Ontario. The Mayors’ Task 
Force saw the loss of manufacturing jobs and cross-border shopping as having 
the same cause, a lack of price competitiveness brought about by the fiscal and 


economic policies of this country. 


Many groups felt that the issue needed to be addressed at a broad, structural 
level with coordination and cooperation among all participants in the public 
and private sectors. It was suggested that this could be achieved by the 
formation of a national task force with high level representatives from federal, 
provincial and municipal governments as well as business, industry and labour, 
and by an expansion of the mandate of the Premier’s Council. Also, the 
Canadian Council of Grocery Distributors strongly advocated a more thorough 
review than currently exists of all new legislation and regulation for their 


impact on the competitiveness of Ontario’s industry. 


The Committee concurred with the comments that cross-border shopping was a 
complex issue that spanned all levels of government and affected a wide 
variety of industrial sectors, both labour and business. If cross-border shopping 
is to be countered effectively, it is vitally important that the solutions come 
from all levels of government working in cooperation with business, labour and 


community organizations across the province. 


The Committee therefore recommends that: 


1. The Province of Ontario should participate with the federal 
government and municipalities in a tri-level task force on cross- 
border shopping. 


At the same time, it is important to recognize that Ontario accounts for a high 
proportion of economic activity in Canada and that all its needs may not 
necessarily be met in a national task force with other provinces. Furthermore, 


the lack of hard data relating to cross-border shopping and the distribution of 
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its effects among different ministries make it difficult both to assess the real 
impact of cross-border shopping on the province and to monitor the 
effectiveness of any actions. While it is important that the individual ministries 
that have an interest in cross-border shopping continue to gather additional data 
on the impact on their ministry and work with local organizations on the issue, 
it is critical that these efforts are coordinated. A member of the cabinet with 
strong negotiating skills should be designated to take a leadership role and 
work creatively with all concerned to understand the complexities of the issue 
and develop solutions. This minister should also promote Ontario’s interests at 


the national level. 
The Committee therefore recommends that: 


pe The provincial government should appoint a lead minister to work 
with all the players in determining and implementing pro-active 
solutions to cross-border shopping. 
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FEDERAL POLICIES 


Since cross-border shopping is an issue affecting many of Canada’s provinces, 
some of the factors are national in nature and not limited to policies solely 
under the control of the provincial government. The value of the Canadian 
dollar and its impact on the competitiveness of Canadian products is one such 
issue. While the Committee generally wishes to focus its recommendations on 
policies within its jurisdiction, it would nevertheless like to discuss the 
exchange rate in view of its importance to the position of the Canadian 
economy in the international marketplace, especially in this instance the United 


States. 


A number of witnesses identified the exchange rate as one factor in the issue of 
cross-border shopping, with varying degrees of conviction. The Ontario Milk 
Marketing Board believed the exchange rate to be a major underlying factor in 
their competitive structure and recommended that the rate should be allowed to 
find its own level. John Winter testified that a price comparison of 250 goods 
between Fort Frances and International Falls showed Ontario prices on those 
goods to be on average at least 50% higher. While the exchange rate may be a 
factor affecting cross-border shopping, it would require a huge shift in the 
value of the dollar to compensate for such large price differences. The Retail 
Council of Canada cautioned that a forced devaluation of the dollar may not be 
a solution because many of the imported goods which Canadians buy would 


become more expensive and inflation would be stimulated. 


Members of the Committee are in general agreement that the current high level 
of the exchange rate is hurting Canadian businesses. Although the Canadian 
dollar in relation to the U.S. was as high or higher in the early 1980s, its 
purchasing power has declined in recent years. While the federal government 
does not directly control the exchange rate, it can influence it through the 


relative level of interest rates, thus discouraging or encouraging the purchase of 
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Canadian dollars by Americans and other foreigners. At issue is the 
differential between the Canadian and U.S. interest rates, rather than the level 
itself. The Committee felt that the federal government’s economic policy of 
maintaining high interest rates in order to dampen inflation had been 
overextended. The policy should be relaxed so that interest and exchange rates 


can be allowed to find their own levels. 


The Committee therefore recommends that: 


3. The provincial government should urge the federal government to 
allow the interest rate differential with the United States to be 
reduced so that the value of the Canadian dollar can decline to a 
competitive level. 
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BORDER CONTROLS 


Current Requirements 


Revenue Canada is responsible for the collection of customs and excise duties 
at the border, including the GST. Generally, Canadians can import into the 
country duty free goods up to $300 once annually if they have been away at 
least seven days; $100 on each occasion they have been absent for 48 hours; 
$20 after an absence of more than 24 hours. Also, goods purchased by mail 
order up to a value of $40 can come into Canada without being charged duty. 
Of particular relevance to this issue is that there is no duty free allowance for 
trips of less than 24 hours. In other words, same-day shoppers are supposed to 


pay all applicable duties. 


Ontario’s provincial sales tax (PST) applies to all goods purchased in the U.S. 
and imported into Ontario. Revenue Canada does not collect provincial sales 
taxes at the border nor does the Ontario Ministry of Revenue. Ontario’s 
residents are expected to pay this tax voluntarily. The Ministry of Revenue 
indicates that, although it has no formal analysis, the amount of voluntary 
payments from people returning from cross-border trips is likely to be well 
under $1 million annually. (Total retail sales tax revenues in 1990-91 are more 


than $8 billion.) 


Free Trade Agreement 


Before the Free Trade Agreement (FTA), approximately 80% of goods 
imported into Canada from the U.S. were tariff-free. Since implementation of 
the FTA in 1989, the remaining duties are being phased out for goods that 
meet specified rules of origin. Table 2 gives some examples of the tariffs 


applicable on selected items. 
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TABLE 2 
SELECTED TARIFFS ON GOODS IMPORTED FROM THE US. 
Commonly Imported Items 


Duty Rates and Federal Sales Tax 
Effective January 1, 1991 to December 31, 1991 


ITEM 


RU SeORIGINGR 


various 


basic groceries (edible) * various exempt 


beauty aids (cosmetics) 8.5% 12.2% 7% 
cameras (still) 5.2% 7.5% 7% 
cameras (video/colour) free free 7% 
carpeting (nylon) 14.0% 20.0% 7% 
clothes dryers 8.7% 12.5% 7% 
clothing 14-17.5% 20-25% 7% 
coffee makers (domestic) 5.7% 14.3% 7% 
compact discs 6.6% 9.5% 7% 
compact disc players free free 7% 
computers free 3.9% 7% 
dishwashers (built-in) 9.8% 14.1% 7% 
dog food free 6.0% 7% 
electronic games 1.5% 3.9% 7% 
fax machines free free 7% 
fish finders free free 7% 
fishing tackle 7.1% 10.2% 7% 
furniture (metal) 5.0% 12.6% 7% 
furniture (plastic) 6.0% 15.0% 7% 
gas barbecues 8.8% 12.6% 7% 
golf clubs 8.4% 12.1% 7% 
lawn mowers 7.1% 10.2% 7% 
microwave ovens 8.8% 12.6% 7% 
motorcycle parts free 9.5% 7% 
refrigerators 8.8% 12.5% 7% 
shoes 15.9% 22.8% 7% 
software (diskettes) free free 7% 
stoves (electric) 8.8% 12.6% 7% 
stoves (gas) free 12.6% 7% 
swimming pools (above ground) 8.2% 11.8% 7% 
swimming pools (parts & access.) 8.2% 11.8% 7% 
taxable food and beverages* various various 7% 
telephones free 17.5% 7% 
telephones (cellular) free 9.5% 7% 
televisions (colour) 5.2% 7.5% 7% 
tires 7.4% 10.7% 7% 
towels mal Soave 22.5% 7% 
toys (general) various various 7% 
typewriters (electric) free free 7% 
VCR(s) 5.6% 8.0% 7% 


* A bag of mixed groceries may attract a rate of duty based on the average duty of the goods (the current figure 
being used is 11.9%). Food or beverages for human consumption (including sweetening agents, seasonings and other 
ingredients to be mixed with or used in the preparation of such food or beverages) are not subject to the Goods and 
Services Tax. Excluded from this provision are the following: wine, spirits, beer, malt liquor or other alcoholic 
beverages; non-alcoholic malt beverages; carbonated beverages; non-carbonated fruit juice beverages or fruit flavoured 
beverages containing less than 25 per cent by volume of a natural fruit juice or combination of natural fruit juices; 
candies; confectionery; snack foods or snack mixtures; ice lollies; fruit bars, rolls, or drops; ice cream, ice milk, sherbet, 
frozen yoghurt or frozen pudding all in single servings; sweetened baked goods in quantities of less than six single 
servings; yoghurt, pudding or beverages (other than unflavoured milk) in individual servings other than when prepared 
and packaged specially for consumption by babies; prepared salads; sandwiches and similar products; platters of 
cheese, cold cuts, fruit or vegetables and other arrangements of prepared food. 


Final Note... 


Please remember that rates of duty and regulations respecting the importation of goods change 
from time to time. The information provided here is based on the rates of duty at the time of 
rinting. It is intended only to act_as a guide - the Customs Tariff must be consulted to determine 
he applicable rate of duty at the time of importation. For information on duty-free Eos: 
ee read the Canada Customs brochure, "| DECLARE", or contact your loca! customs office for 
urther information. 


Source: Revenue Canada; Customs and Excise, Information Guide. 
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It is thought that, with the advent of the FTA, many Canadians believed that 
prices would be significantly lower. When a large reduction in prices did not 
occur immediately, it has been suggested that shoppers were liberated from any 
guilt they may have felt at shopping in the U.S. and "voted with their feet" by 
crossing the border in search of lower prices. There was some agreement 
among witnesses that, while the FTA may have affected cross-border shopping, 
it was more through perception rather than reality. The Retail Council of 
Canada expressed the view more forcefully, saying that "It is a myth that most 
of the problems stem from the Free Trade Agreement and that abolishing it 


would fix the problem." 
Customs Enforcement and Traffic Control 


Revenue Canada effectively has a dual mandate. On the one hand it is 
responsible for enforcing federal customs and excise duties; on the other hand, 
it aims to provide good service to visitors and returning Canadians by 
facilitating the flow of traffic, particularly in the context of the Free Trade 
Agreement. As a result of the congestion and time delays at the border, 
customs officials are reported to concentrate on moving traffic through and 


ignore the collection of duties and taxes on small amounts of imported goods. 


In an attempt both to speed up traffic and to make the collection of duties more 
rigorous, the federal government has introduced a test program of express lanes 
in British Columbia, with an additional test site planned in Ontario. Under this 
program, known as the Peace Arch Crossing Entry, or PACE, travellers can 
register in advance with the government. In return they can use the express 
lane, dropping completed declaration cards in a box; duties will be calculated 


and charged to the traveller’s credit card. 


Testimony by many witnesses pointed to lack of enforcement in border controls 


as a key factor. The Ontario Milk Marketing Board stressed the need for 
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effective border controls for the operation of supply management, with its need 
to restrict imports as permitted under Article XI of the GATT. Without the 
addition of the applicable duties, federal and provincial sales taxes, the 
comparison of the price of goods in Ontario and the U.S. is unfair. Customs 
Canada was strongly urged to provide greater vigilance at the border, and hire 
the additional personnel required. The UFCW estimated that it would require 


1,000 new employees to deal with the flow of cross-border traffic adequately. 


Some witnesses, such as John Winter and the UFCW, suggested that a levy be 
imposed at the border to try to stem the frequent day-to-day trips. The Ontario 
Chamber of Commerce agreed that enforcement of laws at the border was 
important but cautioned that any moves should not deter or penalize U.S. 
shoppers and tourists visiting Ontario, and that the costs of increased 


enforcement should not outweigh the advantages. 


Many retailers were sceptical of the impact of the PACE experiment, believing 
that it would encourage rather than deter smuggling. The Ontario Milk 
Marketing Board, for example, states that "The B.C. fast lane experiment seems 
like abject nonsense, a carte-blanche to smuggle." There were many, however, 
who encouraged the use of express lanes for American visitors. The 
Committee noted that the U.S. has already developed such an express lane 
system for Canadians. In May 1991, the existing AUTOPASS system was 
expanded to include Canadians from the Regional Municipality of Niagara as 
well as Americans. Holders of an AUTOPASS are prescreened and can use an 
express lane crossing the border into the U.S. The Ontario Border 
Communities Task Force also suggested that traffic flow should be speeded up 


to allow commercial transportation to continue. 


In view of testimony indicating relaxed enforcement of the collection of the 
applicable duties and taxes from Canadians returning from the United States, 


the Committee supports the view that there should be stricter enforcement of 
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customs, both in the collection of duties on declared goods and to minimise the 
level of smuggled goods. Such collection enforcement would go some way 
towards alleviating the price discrepancy between Canadian and American 
products. It recognizes, however, that one of the reasons for reduced 
enforcement is to help minimise congestion and traffic delays at overcrowded 
border crossings and that stricter enforcement would require additional customs 


personnel. 
The Committee therefore recommends that: 


4. The provincial government should urge the federal government to 
hire more customs staff for greater enforcement. 


At the same time, the Committee is mindful that stricter enforcement without 
sufficient customs staff may cause increased congestion at the border crossings. 
Not only should any actions taken not deter American visitors to Canada nor 
penalize Canadians with nothing to declare, they should also improve the 
current situation. The Committee believes that it is vitally important that 


Americans should be encouraged to visit Ontario. 


A fast-track approach had been suggested by some witnesses. Some members 
of the Committee felt that the federal test program, PACE, as applied to 
Canadians, provides a fast-track border entry system for returning Canadians 
which may in fact encourage cross-border shopping. Members also noted that 
the Americans had developed a system of express lanes in Niagara Falls, the 


AUTOPASS system, for Canadians entering the United States frequently. 


The Committee believes that fast-track lanes would facilitate American tourists 
wishing to enter Ontario, though this may be less necessary if the customs 
procedure is speeded up with additional customs staff, as recommended 
previously. However, the Committee does not wish to make it easier for 


returning Canadians to avoid paying duties and taxes nor, at the same time, 
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does it wish to impose restrictions on its own citizens that do not apply to 
visitors. A fast-track approach could be developed that would apply to those 
with nothing to declare (but with rigorous spot checks), as is practised between 
some European countries. This would allow American and other visitors to 
enter Ontario easily as well as Canadians who, for example, work, go to school 


or visit relatives in the United States without shopping. 


The Committee therefore recommends that: 


33 The provincial government should urge the federal government to 
establish fast-track lanes for use by those coming into Canada with 
nothing to declare. 


Provincial Sales Tax 


Virtually all witnesses advocated improved collection of the Provincial Sales 
Tax (PST), pointing out that the requirement to remit PST on goods imported 
for personal use was unenforced. Improved collection would not only remove 


some of the discrepancy in prices but would also increase provincial revenues. 


A number of suggestions were made to implement improved collection. Since 
one of the reasons that Customs Canada does not collect PST is the complexity 
of monitoring two different tax bases, some witnesses such as the Ontario 
Chamber of Commerce recommended harmonization of the PST with the GST. 
Revenue Canada has indicated that it will not consider collection of the PST 


until the province has harmonized its tax with the GST. 


The Ministry of Revenue has considered collection at the border by ministry 
staff and concluded that it would be costly, requiring at least five people at 
each of the 14 Ontario-U.S. crossing points, at an estimated cost of around $10 
million. Consideration would also have to be given to establishing the same 


type of collection at provincial borders and international airports. Furthermore, 


20 


there might be constitutional difficulties as Ontario may not have the right to 


check on international border points. 


The Liquor Control Board of Ontario as well as the Ontario Border 
Communities Mayors’ Task Force suggested that one solution might be to add 
a line to the declaration forms used by the federal government at the border. 
The federal government would be asked to transfer this information to the 
province, and the province would undertake its own collection of the Provincial 
Sales Tax owed by its residents. There are indications from the Ministry of 
Revenue, however, that the federal government will not consider transferring 


this information. 


Alternatively, the information could be transferred from the originating 
jurisdiction. Exchange of information agreements are already in place with all 
the provinces, according to the Ministry of Revenue. Ontario has reached a 
sales tax collection agreement with Ohio and is negotiating similar agreements 
with other states. New York and Michigan are working to overcome some 
legislative difficulties related to such an agreement, and Minnesota and 


Wisconsin have also expressed interest. 


Members of the Committee support the proposition that Provincial Sales Tax 
should be collected on goods purchased in the United States and brought into 
the province for personal use. As a first step, the federal government should 


be asked to collect PST at the border on behalf of the province. 


If the federal government is unwilling to act as a collector, then the province 
should explore alternative methods of collection. For example, the province 
could seek agreement that the Ontario Ministry of Revenue be permitted to 
review the federal customs forms for the purpose of collecting PST, subject to 
compliance with the Free Trade Agreement. In New York state, where 


remittance of state use (sales) tax on foreign purchases is voluntary, there is a 
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similar pilot project where state officials review federal customs forms, isolate 
those of New York residents, and compare these forms with the remittance 
forms received. Those making large foreign purchases may subsequently be 
billed for the state use tax. Alternatively, the province could continue to work 
with border states to develop agreements so that a vendor in, for example New 
York state, would collect the Ontario sales tax on goods sold to Ontario 


residents on behalf of the province and remit it to the Ontario government. 


The Committee therefore recommends that: 


6. The provincial government should urge the federal government to 
collect the Provincial Sales Tax at all border crossings. If the 
federal government is unwilling to do so, the province should seek 
alternative collection methods. 
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RETAILING AND MARKETING 


The retail sector, having the most direct contact with the end consumer, has 
been the first to feel the impact of any transfer of consumer shopping habits to 
the U.S. As was stated earlier, the impact of cross-border shopping on retail 
sales is not precisely known, but is estimated by some witnesses at around 
$600 million for 1990 and over $1 billion for 1991. Regardless of the actual 
value of lost retail sales, it appears to be of sufficient magnitude that retailers 


and border communities face economic hardship. 


Many reasons have been offered for the exodus of Ontario shoppers to 
neighbouring states, but the major one is lower U.S. retail prices, especially for 
certain key commodities such as gasoline, milk, alcohol, electronics and 
clothing. Greater selection of goods was also mentioned as a reason for 
shopping in the U.S. and some surveys indicated that the staff in U.S. retail 
stores had greater product knowledge and were more helpful than their 


Canadian counterparts. 


Witnesses testified that Ontario’s higher prices were, in turn, the result of a 
variety of factors. Business costs tend to be higher. For example, the size and 
dispersion of Canada’s population precludes the opportunity for economies of 
scale, though this smaller market is one of the issues that the Free Trade 
Agreement is intended to address. Canada’s physical size and northern climate 
contribute to higher transportation and energy costs, as well as a reduced 
agricultural growing season. These natural factors may be considered as fixed 


costs as they are not readily changed. 


Other business costs are affected by the exchange and interest rates. High 
borrowing rates increase the costs of doing business. The appreciation of the 
Canadian dollar since 1987 has helped to provide U.S. retailers with a discount. 


Some witnesses cited a higher taxation and regulatory burden in Ontario and 
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higher supplier costs; both are discussed in subsequent sections. The 
Committee also heard that occupancy costs are lower in the U.S. For example, 
John Winter found that the rent and occupancy costs faced by a Fort Frances 
retailer are some 50% higher than for a competitor across the border. With 
fewer controls such as the Ontario Municipal Board and a greater supply of 
commercial space, rents in the U.S. are lower; municipal and other taxes may 


also be lower. 


Finally, the price comparison is accentuated by factors such as non-collection 
of all applicable duties and taxes. Furthermore, the quality of the products 
being compared is not always the same. Evidence was presented by John 
Winter that the Niagara region in the U.S. is a dumping ground for seconds, 
ends-of-lines etc. The U.S. practice of marketing through discount malls, many 
of which are located near the border, means that it is high volume, lower- 
priced goods that are being compared, with the U.S.’s advantages of scale, 


rather than higher-priced specialty products. 


There is a heightened perception that all goods are cheaper in the U.S. While 
the price differential for many items is considerable, at least half the Ontario 
price, there has been some evidence to suggest that for some goods Canadian 
prices are as good as or better than the American counterpart. While 
Agriculture Canada found that grocery prices in general were 10% higher than 
in the U.S., Canada was competitive on products such as baked goods, pork, 
beef, fresh fruit and vegetables, grains, cereals, pasta and white sugar. This 
perception of widespread lower prices has been accentuated by the high level 
of media attention given to the bargains that can be found in the U.S. without 
corresponding attention paid to the opportunities to be found in Ontario. The 
aggressive marketing practices of U.S. retailers in distributing flyers and 
advertising in Ontario’s border communities also contribute to this perception 


by providing information on the prices of a wide range of products. 
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These tactics play on the psychology of those consumers who take pleasure in 
searching for the lowest price as well as those who do not like to feel they are 
being ripped off and for whom there is some social status in beating the 
system. A number of surveys indicated that, for many consumers, shopping is 
a form of tourist activity and tends to be associated with higher educated, 
higher income consumers. A recent survey by John Winter, however, found 
that while this was the current behaviour, the trend in the future is towards 
increasing number of lower income consumers crossing the border to shop. 
Buffalo Advertising Inc. argued that the ability to shop for lower prices 


regardless of location was essential for the survival of lower income Ontarians. 


Sunday shopping is an issue that has frequently been associated in the media 
with cross-border shopping. Witnesses expressed mixed opinions on the 
subject. While the UFCW felt that Sunday shopping had nothing to do with 
cross-border shopping, the border communities tended to view it as a factor, 
though not a significant one. For those communities such as Sault Ste. Marie 
that currently permit Sunday shopping, its prohibition would serve to accelerate 
the trend to shop over the border. Stoney Creek Furniture, an efficient retailer 
that is nevertheless losing customers to the U.S. as a result of factors beyond 
its control, feels that allowing Sunday shopping would help to stem the flow of 


shoppers across the border. 


The Committee is of the opinion that American retailers have been marketing 
their products very aggressively in Ontario, with techniques such as retail 
advertising in local newspapers and discount clubs. This level of marketing 
has not been matched by Canadian retailers. The Committee feels that Ontario 
retailers could develop similar marketing techniques, including the use of 
discount clubs for American shoppers, more selective advertising and quoting 
American as well as Canadian prices in their advertising, to counteract the 


flood of American advertising which flows into Ontario homes every week. 
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The Committee therefore recommends that: 


ds The provincial government should work with industry, local border 
communities and other interested groups to develop regional 
campaigns in support of more aggressive marketing by Ontario’s 
retailers. 


As well as advertising reasons why Canadians should shop at home, some 
members of the Committee felt that it was as essential to encourage tourists to 
shop in Ontario. One factor that is not well known in this country is that 
tourists can get a rebate on the sales taxes they have paid on goods purchased 
_ in Canada; this rebate should be more actively promoted in stores and at 
airports and border crossings. Further, the government and the tourist and 
retail industries should be aggressively and effectively advertising Ontario as a 
place to visit and shop. Some other factors influencing visitors, such as 


relieving the traffic congestion at the border, have already been discussed. 


The Committee felt that there were a number of specific actions that 
government and retailers could take. While the Committee recognizes that 
Ontario prices may be higher than in the United States, in many cases this may 
reflect the higher quality of the product offered. For example, some of the 
U.S. food products are not produced under the same conditions of quality 
control concerning the use of chemicals, pesticides, etc. Some form of label to 
denote an "Ontario Seal of Quality" would complement the Foodland Ontario 
generic label program and be a symbol ensuring freshness and quality, food 
safety and the use of environmentally sound packaging. This would appeal to 


those many consumers who surveys show are sensitive to these issues. 


The Committee also felt that there were opportunities for different industrial 


sectors to work together to develop joint marketing campaigns. For example, 
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milk and gasoline retailers around the border communities might develop a 
system of coupon exchanges between themselves, similar to coupon exchanges 


in place in other industries. 


The Committee therefore recommends that: 


8. Marketing boards, food processors, grocery distributors, retailers, 
gas companies and their dealers should engage in a joint marketing 
strategy. This may include coupon exchanges for milk and gasoline 
and the development of a symbol denoting product quality. 


The Committee heard of excellent staff training programs provided by some 
retailers but was concerned by some testimony that Ontario’s service levels 
sometimes lagged those of the United States. It noted that the Ministry of 
Industry, Trade and Technology provides a wide variety of support to retailers 
and communities in terms of training programs, learning workshops and 
marketing programs. However, it was apparent that not all retailers had fully 
developed the product knowledge and service aspects of their staff. The 
Committee felt that it was important for Ontario’s retailers to provide excellent 
service as a competitive advantage, and further skill development was needed 


to instill a "service culture" across all of Ontario’s retailers. 


The Committee therefore recommends that: 


9. The provincial government should work with industry and labour to 
develop training programs so that retailers increase staff training on 
product knowledge and service. 


ZT 
SOURCING AND DISTRIBUTION 


The prices that retailers charge for their goods and services must be enough to 
cover their costs and to make an adequate return. Costs include expenses such 
as the purchase of inventory, employee salaries, wages and benefits, real estate 
costs, interest payments and taxes. The largest component of a retailer’s costs 
is the purchase of goods for sale and this is therefore an area with the potential 


for significant impact on a retailer’s profitability. 


Several witnesses suggested that differences in the sourcing and distribution 
systems for supplying retailers in Canada and the U.S. was a major factor in 
the retail price difference. According to the UFCW, this differential is a bigger 
problem than higher taxes. John Winter provided some examples that 
demonstrated that the price charged by suppliers to retailers in Canada for 
certain items was higher than the final retail price paid by consumers in the 


United States. 


Distribution Channels 


In an initial examination of this issue, Industry, Science and Technology 
Canada commissioned Ernst & Young to undertake a preliminary study of the 
pricing structure of certain commodities sold in Canada and the U.S. The 
researchers selected three categories for detailed study -- consumer electronics, 
bedding and linens, and women’s sportswear -- and traced pricing along the 
distribution systems of these products in each country. In general, they found 
that the U.S. prices were lower for a number of reasons. These include scale 
advantages for the larger American companies, lower landing costs such as 
tariffs and brokerage fees for goods imported from third countries to the U.S., 
lower operating and overhead costs and, in some cases, lower retail margins. 
There were also differences in the structure of the distribution channels, with 


more intense competition both within and between channels in the U.S., which 
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would drive down costs, and sometimes fewer distribution levels between the 


manufacturer and the American retailer. 


This study is a preliminary one only. A coalition of industry representatives 
and government officials would like to expand the study but lack financial 
support. The Canadian Shoe Retailers’ Association and the Canadian Council 
of Grocery Distributors suggested that the provincial government should 


encourage the federal government to fund such a proposed expansion. 


The Committee agreed that the impact of the distribution structure on the retail 
_ price of a product was not well understood. While the study by Ernst & 
Young was useful in providing some analytical insight into a complex subject, 
it was limited in its extent. It is important that further work be done on the 
pricing structures of Canadian products with the aim of achieving greater 


efficiency and increased competitiveness. 


It should be noted that one alternative proposed by some retailers was to use 
American distribution networks and source their products from outside Canada. 
Some members of the Committee agreed and felt that, in order to be 
internationally competitive, industry must be able to purchase its products at 
the lowest available price regardless of sourcing nationality. The majority, 
however, were of the opinion that Canadian retailers should be discouraged 
from sourcing products from foreign distributors if those products are 
manufactured in Canada, since this policy ultimately will adversely affect 


Canada’s manufacturers. 
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The Committee recommends that: 


10... The provincial government should undertake a comprehensive 
analysis of the wholesaling and distribution networks inside 
Ontario, and outside Ontario as they pertain to the province. This 
study should examine the cost structures with a view to developing 
more efficient alternatives. 


Supply Management 


In the agricultural and food processing systems underlying Canadian groceries, 
higher prices for foods such as milk and eggs were often attributed to supply 
management. Studies by Agriculture Canada two years ago had found that the 
price of milk was 41% to 70% higher in New Brunswick than in neighbouring 
states, and 36% to 60% higher in British Columbia. In October 1990, a 
comparable study found that the retail price of 2% milk in Northern Ontario 
was 20% higher than in neighbouring states. A more recent study by 
Agriculture Canada compared grocery prices for 113 items purchased in three 
stores in each of seven pairs of border cities: supply managed foods were 
among those products found to be more expensive in Canada. (In Ontario, 


supply managed foods are milk and "feathers", i.e. poultry and eggs.) 


The Ontario Milk Marketing Board pointed out that policy differences between 
Canada and the U.S. partially account for higher dairy prices in Canada. The 
prices of supply managed foods are set at a level to cover the costs of 
production and allow a return for the farmer; the quantity of milk produced is 
limited. In the U.S. in contrast, there are no production limits and the 
government buys any surplus, thus reducing the farmgate price of milk. 
Furthermore, U.S. agriculture policy provides access to below market rates for 


farm credit and a payment program which subsidizes feeds. The UFCW 
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concurs that American support for farmers comes through taxpayer subsidies. 
As a result, the American approach does not tend to affect the shelf price of 


products while Canadian prices are directly influenced by marketing boards. 


Under the current quota system used by marketing boards in Canada, provinces 
have to receive an increased share of national quota if they want to meet 
growing local demand for supply managed products such as chicken. While 
the provinces debate who should get any increased share of national quota, 
processors and retailers are allowed temporary import licences to bring U.S. 
product into Ontario to make up the shortfall. This imported product could 
easily be replaced by locally grown and processed products. To support the 
viability of Ontario’s food processing and farming industries, the quota system 
should be examined regularly to ensure that it keeps pace with the prevailing 


level of demand in each province. 


The Committee therefore recommends that: 


11. The provincial government should ensure that Ontario farmers get 
their fair share of national increases in quotas for supply managed 
products such as poultry and eggs. 
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TAXATION 


The level of taxation and regulatory burden on Canadian businesses was 
identified by several witnesses as a significant factor in the uncompetitiveness 
of Canadian retailers. These levels of taxation are borne, not only by retailers, 
but by other sectors in the production-distribution-marketing chain, thus adding 


incremental costs at each stage. 


The Canadian Federation of Independent Business (CFIB) presented the results 
of a study they had carried out in October 1990. The tax burden of twelve 
different retailers in two pairs of cities -- Toronto and Buffalo, Thunder Bay 
and Duluth -- were compared. In the Toronto-Buffalo comparison, Toronto’s 
retailers, especially small businesses, were found to carry a greater tax burden 
than their competitors in Buffalo. The chief difference was in the level of 
municipal taxes. A comparison between retailers in Thunder Bay and Duluth 


showed similar but smaller differences. 


John Winter presented evidence to show that, in certain communities such as 
Fort Frances, municipal taxes are higher in Ontario than the nearest town 
across the border. For example, a supermarket in Fort Frances pays five times 
more municipal taxes per square foot than does its competitor in International 
Falls across the border. He pointed out, as did many others, that Canadians 
received more services for these higher taxes, such as professional fire fighters, 


but that these services were not exportable. 


Of particular concern to the communities close to the border, in the 
convenience zone, was the level of taxation on gasoline. Surveys have 
suggested that gasoline, which is 20 to 25 cents per litre cheaper in the U.S., is 
one of the drawing cards enticing Canadian shoppers across the border. Once 
there, they buy other goods. In one survey in Sault Ste. Marie, 68% of 


respondents indicated they would not shop in the U.S. for milk, groceries and 
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other seme if the price of gas was comparable. The majority of the difference 
in gas prices can be attributed to taxation. For example, based on data from 
Energy, Mines and Resources Canada, all but 6 cents of the 21 cent difference 
in the Canadian and U.S. average retail prices in 1990 can be accounted for by 
taxes. Provincial and federal taxes each account for around 20% of the retail 


price at the pump. 


In view of the key role that gasoline appears to play in cross-border shopping, 
the Ontario Border Communities Task Force has been advocating a system of 
gas tax zones, similar to that practised in Quebec. In that province, there are 
four concentric zones around the Ontario and U.S. borders with gas tax rebates 
ranging from 33.3% in the zone within 5 km. of the border to 1.27% in the 
zone from 15-20 km. away. The Task Force believes that if both federal and 
provincial governments reduce their gas taxes according to a zoning formula, 
the incentive to cross the border to fill up -- and then shop -- would be 


diminished. 


Some analysis of this system presented by the Ministry of Revenue and others 
questions the effectiveness of such a measure. Information from Quebec 
indicates that the use of differential gas tax rates does not achieve the intended 
objective in the long term because there is no guarantee that the tax reduction 
will be passed on to the consumer. As a result, prices tend to find their own 
level according to the market. There can also be massive evasion as lower- 
taxed gasoline purchased for distribution in one zone may end up in a higher- 
taxed zone. Monitoring and administration is expensive. The Ministry of 
Revenue estimates that reducing the tax by one cent per litre for the 3,000 
retailers close the border would cost the treasury $36 million per year, plus 
administration costs. Without good data on the amount of provincial revenues 
being lost as a result of cross-border shopping, it is hard to weigh this expense 


against any potential benefits. 
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It was also pointed out, both by witnesses and by some members of the 
Committee, that the selection and physical location of the zones would create 
the perception of inequity across the province. This problem is compounded 
by the difficulty of defining a border community now that residents in most 
areas of the province are taking shopping trips to the U.S., though it could be 
argued that, if gasoline is the driving factor for those in the convenience zone 
and less so for those further away, then any reduction could be confined to the 


region immediately beside the border. 


The Committee is cognizant of the statement by many witnesses that higher 
taxes contribute to the reduced competitiveness of Canadian products. Also, 
the administration of some of the services delivered for those taxes may not be 
the most efficient when there is duplication of services among the different 
levels of government. Furthermore, there is some evidence that the level of 
local taxes is significantly higher in Canada than in the U.S. It is apparent that 
the current system of levying taxes may not be the most efficient way of 


funding the high level of services that Ontarians enjoy. 


The Committee therefore recommends that: 


12: The Fair Tax Commission should be encouraged to speed up its 
examination of the property tax base to fund certain services. 


13. The provincial government should continue discussions with the 
municipalities over issues of responsibility and funding of services. 


14. +A task force among all three levels of government should be 
established to examine the issue of duplication of services and 
division of responsibilities with the purpose of making all levels of 
government more efficient. 


15. _ All levels of government should consider the issue of cross-border 
shopping in all fields of policy making. The government should 
continue and, where possible, increase the level of consultation with 
labour, business and consumer representatives around the problem 
of cross-border shopping. 


16. 
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The Ontario government should produce and make publicly 
available an analysis of the impact on jobs of any relevant 
legislation or regulations it proposes to introduce or amend as it 
relates to cross-border shopping. 


2)3) 
EDUCATION, AWARENESS AND PROMOTION 


Ontario consumers, to their benefit, have been exercising their freedom of 
choice by taking advantage of cheaper prices and seeking bargains across the 
border. There were some witnesses who felt that Ontario shoppers may not be 
aware that their actions may be causing other Ontarians to lose their jobs. 
Similarly, the cost of the benefits that they take for granted, such as health 


care, may not be included in the mental calculation in comparing prices. 


The UFCW strongly advocated a "Buy Ontario - Stay Home" campaign should 
be launched by the province, labour and business working together. Such a 
campaign would explain what is at stake, that while cross-border shopping may 
produce short-term savings, it will create long-term economic damage, causing 
the loss of jobs and threatening the ability to provide quality social services 
and programs. The Ontario Border Communities Task Force supported the 
idea of a subtle awareness campaign to inform consumers about the reasons for 
the differences in price between Canada and the U.S. and the use of the taxes 
that are applied. The Task Force cautioned, however, that awareness 
campaigns calling for consumer patriotism may be inappropriate as they only 


serve to publicize the perception that all things are cheaper in the U.S. 


Others such as the Ontario Chamber of Commerce felt that it was important to 
improve the marketing of Ontario’s communities. The Canadian Shoe 
Retailers’ Association suggested creating a Shop Ontario program which would 
be positive and emphasize the advantages of shopping in Ontario rather than 
dwelling on the problems. The Ministry of Industry, Trade and Technology 
has developed a marketing strategy and action plan along these lines which has 
been well received by several border communities. The Canadian Federation 
of Independent Business, on the other hand, do not think that a marketing 
strategy will really help Ontario’s retailers while the price of comparable goods 


is much less in the U.S. 
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The Committee believes that, while Ontarians know that they can find cheaper 
prices in the United States, they may not realize the impact that cross-border 
shopping has on their communities and on the province as a whole. For 
example, retailers losing business to the U.S. may eventually have to close and 
lay off its employees; when local businesses close, amateur sports may lose 
sponsors. Some organizations, such as the Ontario Teachers’ Federation, have 
taken the initiative to advise their members of the effect that cross-border 
shopping may have on their jobs and communities and to urge them to shop in 


Ontario. 


The Committee strongly advocates developing a comprehensive education 
campaign, coordinated with individual labour and business campaigns, to make 
consumers aware that, while costs may be higher in Ontario, the quality of life 
they enjoy in this province is also better. Such an education campaign would 
be aimed not only at consumers but at industry so that they can make educated 


choices on sourcing their products. 


The Committee therefore recommends that: 


17. The Government of Ontario should engage in a comprehensive 
education campaign to demonstrate the impact of cross-border 
shopping and the benefits of shopping in Ontario. This campaign 
should be conducted in conjunction with business and labour 
education campaigns to their own members. 


ay 
LIST OF RECOMMENDATIONS 


The Province of Ontario should participate with the federal 
government and municipalities in a tri-level task force on cross- 
border shopping. 


The provincial government should appoint a lead minister to work 
with all the players in determining and implementing pro-active 
solutions to cross-border shopping. 


The provincial government should urge the federal government to 
allow the interest rate differential with the United States to be 
reduced so that the value of the Canadian dollar can decline to a 
competitive level. 


The provincial government should urge the federal government to 
hire more customs staff for greater enforcement. 


The provincial government should urge the federal government to 
establish fast-track lanes for use by those coming into Canada with 
nothing to declare. 


The provincial government should urge the federal government to 
collect the Provincial Sales Tax at all border crossings. If the 
federal government is unwilling to do so, the province should seek 
alternative collection methods. 


The provincial government should work with industry, local border 
communities and other interested groups to develop regional 
campaigns in support of more aggressive marketing by Ontario’s 
retailers. 


Marketing boards, food processors, grocery distributors, retailers, 
gas companies and their dealers should engage in a joint marketing 
strategy. This may include coupon exchanges for milk and gasoline 
and the development of a symbol denoting product quality. 


The provincial government should work with industry and labour to 
develop training programs so that retailers increase staff training on 
product knowledge and service. 


The provincial government should undertake a comprehensive 
analysis of the wholesaling and distribution networks inside 
Ontario, and outside Ontario as they pertain to the province. This 
study should examine the cost structures with a view to developing 
more efficient alternatives. 


11. 


12. 


13. 


14. 


15. 


16. 
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The provincial government should ensure that Ontario farmers get 
their fair share of national increases in quotas for supply managed 
products such as poultry and eggs. 


The Fair Tax Commission should be encouraged to speed up its 
examination of the property tax base to fund certain services. 


The provincial government should continue discussions with the 
municipalities over issues of responsibility and funding of services. 


A task force among all three levels of government should be 
established to examine the issue of duplication of services and 
division of responsibilities with the purpose of making all levels of 
government more efficient. 


All levels of government should consider the issue of cross-border 
shopping in all fields of policy making. The government should 
continue and, where possible, increase the level of consultation with 
labour, business and consumer representatives around the problem 
of cross-border shopping. 


The Ontario government should produce and make publicly 
available an analysis of the impact on jobs of any relevant 
legislation or regulations it proposes to introduce or amend as it 
relates to cross-border shopping. 


The Government of Ontario should engage in a comprehensive 
education campaign to demonstrate the impact of cross-border 
shopping and the benefits of shopping in Ontario. This campaign 
should be conducted in conjunction with business and labour 
education campaigns to their own members. 


APPENDIX A 


The Dissenting Opinion of Mr. Monte Kwinter, 
Mr. Gerry Phillips and Mrs. Barbara Sullivan, 
Liberal Party 
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Minority Liberal Opinion 
to Standing Committee on Finance and Economic Affairs 
Report on Cross-Border Shopping 
June 24, 1991 


While the Liberal Caucus suggested many of the measures contained 
in the committee report which has been supported by the NDP 
government majority, several crucial measures needed to address 
the cross-border shopping problem have been deliberately omitted 
by the NDP majority. For this reason, the Liberal Caucus must 
submit a dissenting report following from the findings of the 
Standing Committee on Finance and Economic Affairs with respect 
to the cross-border shopping crisis which is devastating our 
communities and ravaging our retail, tourism and hospitality 
sectors. 


A recent study taken by the Ministry of Industry, Trade and 
Technology whose findings were leaked to the media suggests that 
Ontario will lose $2.2 billion and 14,000 jobs due to cross- 
border shopping in 1991. This is compared to an estimated $600 
million lost in 1990. So when the Treasurer and other members of 
the NDP government suggest that their government need not take a 
pro-active role in fighting this crisis because it is a 
phenomenon which has always been with us, their excuses ring 
hollow indeed. 


The first and most important step this NDP government must take 
is recognizing the necessary active participation by the 
provincial government in order to address this problem. Cross- 
border shopping, if it is to be effectively countered, will 
require solutions from all three levels of government working in 
cooperation with business and community organizations across the 
province. There is simply no other way to do it. 


That being said, it is the provincial government which must take 
the lead in this effort. We are in the province of Ontario. The 
Ontario government must take charge of this complex, yet highly 
localized issue in order to tailor solutions to fit Ontario's 
diverse needs. We can no longer afford to wait for solutions 
from the federal government. 


Recommendation #1 - Leadership at the Provincial Level 


The first Liberal recommendation, in concert with the joint 
recommendation that the Premier appoint a lead minister to fight 
cross-border shopping, calls on this minister to designate border 
communities for the special aid measures that minister will 
subsequently be putting in place as soon as possible. 


Secondly, that minister should be provided with, or provide 
specific goals, targets and timetables which will put our retail, 
tourism and hospitality industries in cross-border communities 
back on the road to recovery by the end of this year. 


Recommendation #2- Rescind the Treasurer's Tax Increases 


The NDP government should act immediately to rescind its 30% 
increase in gasoline tax. The province is in an uproar over this 
increase, especially in border communities. According to the 
Ontario Border Communities Task Force on Cross Border Shopping, 
"Border communities have lost sales of gasoline in excess of 300 
million litres annually." Task Force members agree that this 
budget will only lead to a further drain of gasoline sales in the 
province. 


As an Essex County resident recently told the Windsor Star, "If it 
wasn't for the cheaper gas, we'd probably not bother coming over." 


Furthermore, the NDP government should rescind the increases in 
alcohol and tobacco taxes introduced in the recent budget, which 
have only contributed further to the erosion of competitiveness in 
our hospitality industry. 


Additionally, the 8% retail sales tax should be cut by 1% across 
the board as a stimulative measure across the province and to 
enhance the competitiveness of border communities. 


Recommendation #3 - Listen to the People on Sunday Shopping 


The NDP government should listen to the wishes of the task force of 
Ontario border community mayors and retain the municipal option for 
Sunday shopping. A recent survey of 300 Windsor residents showed 
that 26% would shop in Windsor if shopping was allowed on Sundays. 
Windsor City Council has acted on this, as have other councils. 
Municipalities should be able to retain that hard-won right to 
exercise their best judgement on the issue. 


Recommendation #4 - Join with Retailers in Showing Restraint 


The NDP government should be mindful that its overall fiscal 
policies have a direct impact on the increase in cross-border 
shopping and that the government should re-assess its fiscal policy 
to minimize its negative impacts on consumers and business. 


APPENDIX B 


The Dissenting Opinion of 
Mr. Chris Stockwell and Mr. Norm Sterling, 
Progressive Conservative Party 
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MINORITY OPINION AND RECOMMENDATIONS 


PC PARTY MEMBERS 
FINANCE AND ECONOMIC AFFAIRS COMMITTEE 


CROSS-BORDER SHOPPING 
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PC RECOMMENDATIONS 
CROSS-BORDER SHOPPING 


FINANCE AND ECONOMIC AFFAIRS COMMITTEE 


The Ontario government should roll back the gasoline, fuel, 
alcohol and tobacco tax increases imposed by the 1991 budget. 


The Ontario government should harmonize its provincial sales 
tax with the federal goods and services tax. 


The Ontario government should use any net revenue gain from 
harmonization to finance rate reductions in other provincial 
taxes. Currently it is estimated that harmonization would 
result in a net revenue gain of $500 million which should be 
used to finance a 4.2 cent a litre cut in the gasoline tax. 


The Ontario government should produce and make publicly 
available an analysis of the effects of any relevant 
legislation or regulations it proposes to introduce or amend 
on the competitive position of the Ontario economy or, where 
appropriate on specific sectors. 
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PC MINORITY OPINION ON CROSS-BORDER SHOPPING 


In our view the cross-border shopping phenomenon, while costly in 
itself, is symptomatic of the larger problem of the erosion in the 
competitiveness of Ontario businesses forced to operate in an over- 


regulated, over-taxed and over-governed environment. 


The negative effects of cross-border shopping on employment and 
profitability in the retail sector in Ontario, and especially in 
border regions, is a preview of the fate awaiting other sectors 
and communities unless we act to reverse the deterioration in our 


competitive position. 


We believe that the solution to the cross-border shopping problem 
must be developed in the context of efforts to improve and enhance 


the competitiveness and productivity of our economy as a whole. 


As a first step, the provincial government must recognize the 


degree to which its own policies have contributed to this problem. 


In the case of cross-border shopping, as in a number of other 
instances, Ontario provincial governments have been too quick to 
blame federal policies - free trade and high dollar/high interest 


rates being the two favourite culprits - for their difficulties. 


This tendency is at the foundation of the recommendations made by 


the New Democratic members of the Committee who seem more 


interested in fixing the blame for the cross-border shopping 
problem on the federal government then they are in fixing the 


problem itself. 


In some instances this leads to a conflict between rhetoric and 
reality as in the case where it is recommended that the province 
urge the federal government to reduce the differential between 
American and Canadian interest rates in order to allow the value 


of the Canadian dollar to decline relative to the American dollar. 


This ignores recent developments which have seen the Canadian 
dollar remain high even though the interest rate spread has 
narrowed, [a phenomenon which one Treasury official testifying 
before the Committee on June 20, 1991 as part of its review of the 
1191 budget attributed to Bank Of Canada Governor John Crow’s 


credibility "as an anti-inflation fighter."]} 


This "fed-bashing" is a transparent effort to distract from the 
fact that successive provincial governments have implemented 
policies which have increased the cost of doing business in Ontario 
and have significantly contributed to the severity of the 
competitiveness problem and to popularity of cross-border shopping 


as a weekend activity. 


For instance, the Ontario Liberal Party, which now advocates sales 
tax and gasoline tax cuts, is the same party which was responsible 


for more than thirty tax increases during its five years in power, 


including increases to the sales and gasoline taxes. 


Similarly, while Liberal and New Democratic governments have 
complained about high interest rates, they have adopted highly 
inflationary fiscal policies which have put upward pressure on 


interest rates. 


These policies have been continued in the 1991 budget which 
contained another one billion dollars in new taxes, more than nine 
billion dollars in new debt and in excess of six billion dollars 


in new spending. 


The policies of Ontario governments have created the over-taxed, 
over-regulated and over-governed business environment which exists 
in the province today and which is driving both firms and consumers 


around the bend and over the border. 


If the government is serious about reversing this exodus of 
shoppers, jobs, manufacturing capacity and investment it must begin 


by reversing some of its own policies. 


It could start by rolling back the gasoline, fuel, alcohol and 


tobacco tax increases imposed by its 1991 budget. 


Also, to address both the cross-border shopping issue,and the 
competitiveness problem generally,the Ontario government should 


harmonize its provincial retail sales tax with the federal goods 
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This "fed-bashing" is a transparent effort to distract from the 
fact that successive provincial governments have implemented 
policies which have increased the cost of doing business in Ontario 
and have significantly contributed to the severity of the 
competitiveness problem and to popularity of cross-border shopping 


as a weekend activity. 


For instance, the Ontario Liberal Party, which now advocates sales 
tax and gasoline tax cuts, is the same party which was responsible 


for more than thirty tax increases during its five years in power, 


including increases to the sales and gasoline taxes. 


Similarly, while Liberal and New Democratic governments have 
complained about high interest rates, they have adopted highly 
inflationary fiscal policies which have put upward pressure on 


interest rates. 


These policies have been continued in the 1991 budget which 
contained another one billion dollars in new taxes, more than nine 
billion dollars in new debt and in excess of six billion dollars 


in new spending. 


The policies of Ontario governments have created the over-taxed, 
over-regulated and over-governed business environment which exists 
in the province today and which is driving both firms and consumers 


around the bend and over the border. 


If the government is serious about reversing this exodus of 
shoppers, jobs, manufacturing capacity and investment it must begin 


by reversing some of its own policies. 


It could start by rolling back the gasoline, fuel, alcohol and 


tobacco tax increases imposed by its 1991 budget. 


Also, to address both the cross-border shopping issue,and the 
competitiveness problem generally,the Ontario government should 


harmonize its provincial retail sales tax with the federal goods 


and services tax. 


Merging the two taxes would permit the collection of both the GST 


and the PST on goods at the border. 


This would help level the playing field for Ontario retailers and 
ensure that the provincial government maintained access to tax 


revenues required to sustain publicly funded programs and services. 


Harmonization would also improve the competitive position of 
Ontario products in our export markets and against imports in our 


domestic market. 


Currently about one-third of total provincial sales tax revenue is 
generated by taxation of business inputs. Adoption of the GST 
rebate system would provide a benefit of $2.4 billion to $2.7 


billion to Ontario producers. 


Harmonization would also result in additional revenue for the 


provincial treasury. 


According to Treasury estimates the net increase in revenue, that 
is the revenue gain generated by base broadening less the cost of 
paralleling the federal rebate and credit system for firms and 


individuals,would be about $500 million. 


We believe that this dividend should be paid out to the taxpayers 


in the form of rate reductions in other taxes. We would like to see 
the government use the additional $500 million to finance a 4.2 


cent a litre cut in the gasoline tax. 


We are also confident that as the economy strengthens the net 
revenue gain from harmonization will increase and that the 
government would be able to afford a one percentage point reduction 


in its sales tax rate. 


In closing, we note that the cross-border shopping phenomenon shows 
that provincial policy makers have to be aware of the effect which 
their decisions will have on the ability of Ontario producers and 
workers to compete effectively in a shrinking and increasingly 


interdependent world. 


As a matter of standard procedure the government should prepare an 
analysis of the effect on the competitive position of the economy 
or of effected sectors of any relevant legislation or regulations 
which it proposes but particularly any measure which would increase 
government-mandated costs or could effect plant location and/or 


expansion decisions. 


This competitiveness audit should be tabled in the Legislature and 
be referred to the Standing Committee on Finance and Economic 


Affairs for review. 
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APPENDIX C 


LIST OF WITNESSES 


From the Ministry of Industry, Trade and Technology 
Peter Friedman, Director, Small Business Ontario 


George More, Manager, Small Business Development 
Rena Blatt, Small Business Research Advisor 


From the Ministry of Revenue 

Shelley Wark-Martyn, Minister 

Roy Lawrie, Assistant Deputy Minister 
Burke Williams, Director Retail Sales Tax 
From John Winter Associates Limited 


John Winter 


From the Ontario Milk Marketing Board 


John Core, Chair 

Ken Smith, General Manager 

Claude Chartrand, Board Member, Northern Ontario 
Peter Gould, Economist 


From the Ontario Border Communities Task Force on Cross Border Shopping 


Gail Logan, Sault Ste Marie 

_ Tony Commisso, St. Catharines 
Gerry McCartney, Sarnia 

Mark Jacques, Windsor 


From the Retail Council of Canada 


Alasdair McKichen, President 
Peter Woolford, Vice-President 


From the Canadian Federation of Independent Business 


Linda Ganong, Director Provincial Affairs 
Catherine Swift, Vice-President Research 
Pierre Cleroux, Senior Economist 


From the United Food and Commercial Workers International Union 


Tom Kukovica, Director, Service Sector 
Tim Catherwood, Special Assistant to the Canadian Director 


From the Ontario Chamber of Commerce 


Linda Matthews, Chair 
Michael Cristofaro, Economic Policy Committee 
Elaine Rehor, Assistant General Manager 


From the Canadian Council of Grocery Distributors 


Tim Carter, Vice-President 

Jonathan Wolfe, President and C.E.O., The Oshawa Group 

Bob Winstanley, Director Public Affairs, A&P/Dominion/Miracle Food Mart 
Kevin Ryan, Vice-President Store Operations, National Grocers/Loblaws 


From the Ontario Borders Communities Mayors’ Task Force on Cross-Border and Sunday 
Shopping 


John Millson, Mayor, Windsor 

Sandra Lawn, Mayor, Prescott 

Joseph Fratesi, Mayor, Sault Ste Marie 
Mike Bradley, Mayor, Sarnia 

Dick Lyons, Mayor, Fort Frances 

Roland Hardy, Mayor, Welland 

John Winter, John Winter Associates Ltd. 


From Buffalo Advertising Inc. 


Mark Adler 


From the Canadian Shoe Retailers Association 


Sharon Maloney, President 


From the Liquor Control Board of Ontario 

Andy Brandt, Chairman and Chief Executive Officer 

Mark Synnott, Vice-President, Finance and Administration Division 
From Stoney Creek Furniture 


Jim Carruthers, General Manager 


From the Ministry of Agriculture and Food 

Bob Seguin, Executive Director, Policy and Programs Division 
Laurinda Lang, Policy Advisor 

From Ernst & Young, Management Consultants 


Jim Buchanan, Associate 
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List of Exhibits 
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APPENDIX D 


LIST OF EXHIBITS 


LEGISLATIVE RESEARCH SERVICE: Briefing 
document on cross-border shopping (Anne Anderson). 


GOVERNMENT OF CANADA: Document entitled 
"Participant’s Guide: Peace Arch Crossing Entry Project”. 


MINISTRY OF INDUSTRY, TRADE AND 
TECHNOLOGY: Briefing document on cross-border 
shopping. 


LEGISLATIVE RESEARCH SERVICE: Supplementary 
background material on cross-border shopping. 


JOHN WINTER ASSOCIATES LTD.: Briefing document 
concerning cross-border shopping. 


THE ONTARIO MILK MARKETING BOARD: Briefing 
document concerning cross-border shopping. 


ONTARIO BORDER COMMUNITIES TASK FORCE ON 
CROSS-BORDER SHOPPING: Consultation re cross- 
border shopping. 


RETAIL COUNCIL OF CANADA: Submission re cross- 
border shopping. 


CANADIAN FEDERATION OF INDEPENDENT 
BUSINESS: Document entitled "Borderline Business: 
Taxation and Cross-Border Shopping". 


UNITED FOOD AND COMMERCIAL WORKERS 
INTERNATIONAL UNION: Submission regarding cross- 
border shopping. 


THE ONTARIO CHAMBER OF COMMERCE: 
Presentation regarding cross-border shopping. 
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1/02/018 


1/02/019 


1/02/020 


1/02/021 


1/02/022 


1/02/023 


1/02/024 


1/02/025 


CANADIAN COUNCIL OF GROCERY DISTRIBUTORS: 
Submission regarding cross-border shopping. 


ONTARIO BORDER COMMUNITIES MAYORS’ TASK 
FORCE ON CROSS BORDER SHOPPING: _ Slide 
presentation regarding cross-border shopping. 


BUFFALO ADVERTISING INC.: Submission concerning: 
cross-border shopping. 


CANADIAN SHOE RETAILERS ASSOCIATION: 
Submission concerning cross-border shopping. 


LEGISLATIVE RESEARCH SERVICE: Memorandum 
concerning an industry-government meeting on cross-border 
shopping. 


ONTARIO TEACHERS FEDERATION: Copy of a letter 
and attachments to Ron Hansen, M.P.P., concerning cross- 
border shopping. 


A.R. NOLF: Letter concerning cross-border shopping. 


INDUSTRY, SCIENCE AND TECHNOLOGY CANADA: 
Document entitled "A Preliminary Study of the 
Competitiveness of Distribution Channels". 


JOHN WINTER ASSOCIATES LTD.: Letter dated April 
ZITIOOT. 


STONEY CREEK FURNITURE: Submission on cross- 
border shopping. 


LEGISLATIVE RESEARCH SERVICE: Summary of 
concerns and recommendations from cross-border shopping 
hearings. 


LEGISLATIVE RESEARCH SERVICE: Background 
document concerning U.S. "Autopass" and Agriculture 
Canada study on grocery prices. 


ONTARIO MINISTRY OF AGRICULTURE AND FOOD: 
Presentation on cross-border shopping. 


AGRICULTURE CANADA: Submission _ entitled: 
"Purchases of Dairy Products in U.S.A. by Northern Ontario 


EXHIBIT NO. 


EXHIBIT NO. 


EXHIBIT NO. 
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1/02/026 


1/02/027 


1/02/028 


1/02/029 


1/02/030 


1/02/031 


1/02/032 


1/02/033 


1/02/034 


1/02/035 


1/02/036 


1/02/037 


1/02/038 


Consumers" (provided by OMAF). 


LEGISLATIVE RESEARCH SERVICE: Background 
information on_ cross-border shopping: Distribution 
Channels (Anne Anderson). 


LEGISLATIVE RESEARCH SERVICE: Briefing 
document on the possible effects of the Ontario deficit on 
interest rates and the value of the dollar. (David 
Rampersad). 


LEGISLATIVE RESEARCH SERVICE: Cross-border 
shopping Report: Draft 1. (Anne Anderson). 


LEGISLATIVE RESEARCH SERVICE: Memorandum 
concerning Quebec’s differential gasoline tax zones. (Anne 
Anderson). 


LEGISLATIVE RESEARCH SERVICE: Memorandum 
concerning U.S. tax structure, especially New York and 
Michigan. (Anne Anderson). 


NEW -DEMOCRATIC PARTY: Document entitled: 
"Recommendations to the Standing Committee on Finance 
and Economic Affairs on Cross-Border Shopping". 


LEGISLATIVE RESEARCH SERVICE: Cross-border 
shopping: Public Opinion Poll. (Anne Anderson). 


PROGRESSIVE CONSERVATIVE PARTY: Proposed 
recommendations on cross-border shopping. 


LIBERAL PARTY: Recommendations on cross-border 
shopping. 


LIBERAL PARTY: Revised recommendations on cross- 
border shopping. 


LEGISLATIVE RESEARCH SERVICE: Cross-border 


shopping Report: Draft 2. (Anne Anderson). 


LEGISLATIVE RESEARCH: Legal opinion concerning 
Provincial sales tax collection and the Free Trade 
Agreement (Anne Anderson). 


LEGISLATIVE RESEARCH SERVICE: Comparison of 


EXHIBIT NO. 1/02/039 


EXHIBIT NO. 1/02/040 


EXHIBIT NO. 1/02/041 


support for supply-managed commodities: USA and 
Canada. (David Rampersad). 


LEGISLATIVE RESEARCH SERVICE: Cross-Border 
Shopping: Latest MITT Estimate. (Anne Anderson). 


CROSS-BORDER SHOPPING: Report on_industry- 
government meeting on June 17, 1991 organized by the 
Retail Council of Canada. (Anne Anderson). 


LEGISLATIVE RESEARCH SERVICE: Cross-border 
shopping Report: Draft 3. (Anne Anderson). 
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